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section 957, R Corporation is a controlled for-
eign corporation by reason of the ownership 
by D, E, and F of a majority of the class A 
stock, as illustrated in example 2 of para-
graph (c) of § 1.957–1. 

[T.D. 6795, 30 FR 935, Jan. 29, 1965, as amend-
ed by T.D. 7893, 48 FR 22507, May 19, 1983; 
T.D. 9222, 70 FR 49866, Aug. 25, 2005; 70 FR 
67906, Nov. 9, 2005; T.D. 9251, 71 FR 8944, Feb. 
22, 2006] 

§ 1.951–2 Coordination of subpart F 
with election of a foreign invest-
ment company to distribute income. 

A United States shareholder who for 
his taxable year is a qualified share-
holder (within the meaning of section 
1247(c)) of a foreign investment com-
pany with respect to which an election 
under section 1247(a) and the regula-
tions thereunder is in effect for the 
taxable year of such company which 
ends with or within such taxable year 
of such shareholder shall not be re-
quired to include any amount in his 
gross income for his taxable year under 
paragraph (a) of § 1.951–1 with respect 
to such company for that taxable year 
of such company. 

[T.D. 6795, 30 FR 937, Jan. 29, 1965] 

§ 1.951–3 Coordination of subpart F 
with foreign personal holding com-
pany provisions. 

A United States shareholder (as de-
fined in section 951(b)) who is required 
under section 551(b) to include in his 
gross income for his taxable year his 
share of the undistributed foreign per-
sonal holding company income for the 
taxable year of a foreign personal hold-
ing company (as defined in section 552) 
which for that taxable year is a con-
trolled foreign corporation (as defined 
in section 957) shall not be required to 
include in his gross income for his tax-
able year under section 951(a) and para-
graph (a) of § 1.951–1 any amount attrib-
utable to the earnings and profits of 
such corporation for that taxable year 
of such corporation. If a foreign cor-
poration is both a foreign personal 
holding company and a controlled for-
eign corporation for the same period 
which is only a part of its taxable year, 
then, for purposes of applying the im-
mediately preceding sentence, such 
corporation shall be deemed to be, for 
such part of such year, a foreign per-
sonal holding company and not a con-

trolled foreign corporation and the 
earnings and profits of such corpora-
tion for the taxable year shall be 
deemed to be that amount which bears 
the same ratio to its earnings and prof-
its for the taxable year as such part of 
the taxable year bears to the entire 
taxable year. The application of this 
section may be illustrated by the fol-
lowing examples: 

Example 1. A, a United States shareholder, 
owns 100 percent of the only class of stock of 
controlled foreign corporation M which, in 
turn, owns 100 percent of the only class of 
stock of controlled foreign corporation N. A 
and Corporations M and N use the calendar 
year as a taxable year. During 1963, N Cor-
poration derives $40,000 of gross income all of 
which is foreign personal holding company 
income within the meaning of section 553; 
thus, N Corporation is a foreign personal 
holding company for such year within the 
meaning of section 552(a). For 1963, N Cor-
poration has undistributed foreign personal 
holding company income (as defined in sec-
tion 556(a)) of $30,000, derives $25,000 of sub-
part F income, and has earnings and profits 
of $32,000. During 1963, M Corporation derives 
$100,000 of gross income (including as a divi-
dend under section 555(c)(2) the $30,000 of N 
Corporation’s undistributed foreign personal 
holding company income), 65 percent of 
which is foreign personal holding company 
income within the meaning of section 553. 
Therefore, M Corporation is a foreign per-
sonal holding company for such year. For 
1963, M Corporation has undistributed for-
eign personal holding company income (as 
defined in section 556(a)) of $90,000, deter-
mined by taking into account under section 
552(c)(1) N Corporation’s $30,000 of undistrib-
uted foreign personal holding company in-
come for such year; in addition, M Corpora-
tion derives $50,000 of subpart F income and 
has earnings and profits of $92,000. Neither M 
Corporation nor N Corporation makes any 
actual distributions during 1963. A is re-
quired under section 551(b) to include in his 
gross income for 1963 as a dividend the $90,000 
of M Corporation’s undistributed foreign per-
sonal holding company income for such year. 
For 1963, A is not required to include in his 
gross income under section 951(a) any of the 
$50,000 subpart F income of M Corporation or 
of the $25,000 subpart F income of N Corpora-
tion. 

Example 2. The facts are the same as in ex-
ample 1, except that only 45 percent of M 
Corporation’s gross income (determined by 
including under section 555(c)(2) the $30,000 of 
N Corporation’s undistributed foreign per-
sonal holding company income) is foreign 
personal holding company income within the 
meaning of section 553; accordingly, M Cor-
poration is not a foreign personal holding 
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